WASHINGTON STATE DEPARTMENT OF REVENUE

SPECIAL NOTICE June 10,2005

For further information contact:
Telephone Information Center Alternate Formats (360) 705-6715
1-800-647-7706 or (360) 705-6676 Teletype 1-800-451-7985

Gambling Business and Occupation Tax

ESHB 1031 (Chapter 369, Lawsof 2005) imposesanew businessand occupation (B& O) tax onthegross
income of personsengaged in the businessof operating contestsof chance and income from pari-mutuel
wagering. Thenew B& O tax iseffective July 1, 2005.

Contests of Chance

“Contests of chance” meansany contests, games, gaming schemes, or gaming devices, other than the state
lottery asdefined in RCW 67.70.010, in which the outcome depends upon an element of chance, and the skill
of the contestants may a so be afactor inthe outcome. Thetermincludessocial card games, bingo, raffle,
punchboard games and pull-tabs as defined in chapter 9.46 RCW. Contests of chancedo not includerace
meetsfor which alicense must be obtai ned from the Washington Horse Racing Commission or “amusement
games’ asdefinedin RCW 9.46.0201.

Existing B&O Tax
Theexisting B& O tax iscal culated by taking the grossincome of the businessfrom contests of chanceand
multiplying by the B& O rate of 1.5 percent.

“Grossincomeof thebusiness’ doesnot includethe monetary value or actual cost of any prizesthat are
awarded, amountspaid to playersfor winning wagers, accrual of prizesfor progressivejackpot contests, or
repayment of amounts used to seed guaranteed progressive jackpot prizes.

New B&O Tax

Effective July 1, 2005, anew additional tax will beimposed on businesses operating contests of chance equal to
thegrossincome of the businessfrom contests of chance multiplied by therate of 0.1 percent through June 30,
2006, and 0.13 percent thereafter. Thisnew tax appliesto theincomefrom contests of chance when the gross
incomefrom these activities equal s or exceeds $50,000 per year. Revenues collected from thisadditional tax
will be deposited in the problem gambling account. Fundsin the problem gambling account can only be used for
purposes of the Problem and Pathol ogical Gambling Treatment Program administered by the Department of
Social and Health Services.

Reporting Income
Persons reporting $50,000 or more per year of income from contests of chancewill report under the new
Gambling Contests of Chance B& O tax classification. However, personsreporting lessthan $50,000 inincome
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per year from contestsof chancewill continueto report under the Serviceand Other ActivitiesB& O tax
classfication.

Conducting Race Meets — Pari-mutuels Wagering

New B&O Tax Rate

Effective July 1, 2005, anew B& O tax isimposed on personsengaging within thisstate in the business of
conducting race meetsfor which alicense must be obtained from the Washington Horse Racing Commission.
Theamount of tax isequal to the grossincome of the businessfrom pari-mutuel wagering multiplied by therate
of 0.1 percent through June 30, 2006, and 0.13 percent thereafter. “ Grossincome of thebusiness” received
from pari-mutuel wagering doesnot include amounts paid to playersfor winning wagers, or taxesimpaosed or
other distributionsrequired under chapter 67.16 RCW.

The B& O tax imposed on persons conducting race meetsisin addition to any other tax imposed on such
activitiesand will bedepositedinthe problem gambling account.

Reporting Income Through Electronic Filing (E-file)
Bus nesses conducting race meetsmust use E-fileto report thetax due on pari-mutuel wagering. Toregister for
E-file, goto http://dor.wa.gov.

Nonprofit Organizations — Fundraising Exemption

Thegrossincomereceived by nonprofit organi zationsfrom operating contests of chance or conducting race
meetsmayy qualify for thefundraising B& O tax exemption. If such activitiesareheld on an infrequent basis, the
resultingincomewould generaly qualify for theB& O tax exemption. However, if such activitiesareheldonan
ongoing basisat aregular place of business, theresulting incomewould not qudify for thefundraising exemption
and would be subject to tax as discussed above.

For More Information

+ Toget detailson the nonprofit fundraising exemption, refer to WA C 458-20-169 availableon the
Department’sweb siteat http://dor.wa.gov under Lawsand Rules.

< Toobtainabinding tax ruling onthetaxability of your activities, provideawritten explanation
including thefrequency and locationsof theactivitiesand sendit to:

Taxpayer Information and Education
Washington State Department of Revenue
PO Box 47478

Olympia, WA 98504-7478

To inquire about the availability of this document in an alternate format for the visually impaired,
please call (360) 705-6715. Teletype (TTY) users please call 1-800-451-7985.



